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The assumption of rational people is always the base of Modern financial theory, 
since the 1980s, academics began to have of different voices. Behavioral finance 
experts found that there are a lot of irrational factors there in the market. Then they 
put the psychological, emotional and other produce which known bias being into the 
market research, expanding the research field of financial theory. As an important 
branch of behavioral corporate finance, how irrational factors such as emotional and 
psychological affect the management and financial decisions of the enterprise are 
the most important research issues in the company's financial behavior. With the 
accelerated reform and development of Chinese securities market, the impacts of 
these non-rational factors on the company's decision-making are more significant. 
These irrational behaviors of investors will make the stock market prices deviate 
systematically intrinsic value in a given period. The market appears "mispricing", a 
phenomenon known as investor sentiment 
    From the perspective of behavioral finance, in the context of Chinese market, 
this paper researches how investor sentiment impacts the investment efficiency and  
the investment behavior of listed companies in China. Based on the previous studies 
and the theoretical analysis, I have proposed four hypothesis to be tested. Then 
decomposing Tobin's Q as investor sentiment proxy variables and select a study 
sample of Listed Companies in China from 2005 to 2012 to measure the relationship 
between investor sentiment and corporate investment levels.  In addition, 
estimating the efficiency of investment with a model as a dependent variable, I 
studied the relationship between investor sentiment and corporate investment 
efficiency. Then I study internal factors of this relationship (free cash flow) and 
external factors(market cycles) which may affected  into the research framework . 
The main conclusions are as follows: (1) Investor sentiment has significantly 
positive influence on company’s investment, company tends to expand the scale of 
investment because of investor sentiment which is driving force of the company 
















over-investment, and underinvestment negative. It means that investor sentiment on 
corporate investment behavior is not only the existence of "deterioration effect", but 
also "correction effect". When the "deterioration effect" is more than "correction 
effect", it will cause the inefficient investment. On the other hand, we refused that 
the company’s investment behavior is non-efficiency. (3) The degree of investor 
sentiment and the level of over-investment has a positive correlation with the 
corporate free cash flow   , The degree of investor sentiment and the level of 
under-investment has a negative correlation with the corporate free cash flow. It 
means that free cash flow will be fueled explain "worsening effect" of 
over-investment and the "correction effect" of under-investment with investor 
sentiment. (4) In the rising market, the affect of investor sentiment on the 
over-investment and over-investment are stronger than the non-rising period. In a 
market upturn, because of the investors' overconfidence, self-attribution, reluctant 
to use public information to modify their expectations, the investment 
decision-making of managers is more sensitive to investor emotions. They have a 
greater motivation catering investor sentiment. 
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